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The economy slowed in the second quarter.  Real (infla-
tion-adjusted) gross domestic product (GDP) grew at a 1.1
percent annual rate in the second quarter, down from 5 per-
cent in the first, according to data released by the Depart-
ment of Commerce last week.  Those data confirmed the
preliminary estimate released  in July.  At that time, the De-
partment also published revised estimates of the national in-
come accounts back to 1999.  Those revisions revealed that
the economic downturn that began early last year was deeper
and more protracted than was earlier believed. They also
showed lower levels of wage and salary income and corpo-
rate profits.

Forecasters downgraded their expectations for near-term
growth.  In August, the Blue Chip consensus forecast for
economic growth in the second half of this year was revised
down to 2.8 percent from 3.5 percent the month before.
The Congressional Budget Office made the same forecast in
its update, published last week. Those forecasts contrast with
the more optimistic forecast of the Adminstration, which was
made prior to the release of the new GDP data.

Sluggish labor markets sap consumer confidence.  Non-
farm private payrolls have remained well below last year’s
levels.  In July,  the number of payroll jobs barely rose, and
the civilian unemployment rate remained at 5.9 percent.  Since
then, continuing claims for unemployment insurance have
remained well above the level that would be consistent with
overall job creation.  Other indicators, such as help-wanted
advertising, also remain below year-ago levels. The uncer-
tain jobs outlook has contributed to a weakening in consumer
confidence in recent months.

Inflation remained tame.  In July, the consumer price in-
dex was only 1.5 percent above its level twelve months ear-
lier.  Core inflation, which excludes the effects of changes in
food and energy prices, grew at a 2.4 percent annual rate.
That matched the average rate of core inflation over the first
half of the year.  The relatively low and stable rate of infla-
tion led the Federal Reserve, in August, to shift its risk as-
sessment toward a focus on the possibility of further dete-
rioration in economic growth rather than inflation as the main
near-term risk.
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* Subject to revision this week.
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• Construction Spending, July  [Release: Wednesday, September 4, 2002]
• Productivity, Second Quarter (Revised)  [Release: Thursday, September 5, 2002]
• Manufacturers Shipments, Inventories, and Orders, July [Release: Thursday, September 5, 2002]
• The Employment Situation,  August [Release: Friday, September 6, 2002]


